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THAILAND - KEY ECONOMIC INDICATORS 


All values are in US$ million and 
represent period averages unless 
otherwise indicated 


Exchange Rate: US$1.00 = %20.42 1977 1979 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 19,149 23,194 27,266 
GNP at Constant (1972) Prices 11,619 12,931 13,680 
Per Capita GNP, Current Prices (USR) 435 514 591 
Gross Fixed Capital Formation 
at Current Prices 4,830 5,704 / 5333 
Personal Income 15,341 18,532 21,793 
Indices: (1972=100) 
Agricultural Production 
Rice (Paddy) 85.2 104.2 100.9 
Maize 140.7 230.4 251.0 
Sugar cane 199.1 212.8 134.5 
Tapioca 249.8 323.1 225<3 
Labor Force (in thousands) 20,477 21,895 na. 


MONEY AND PRICES 
Money Supply 2,169 2,991 3,001 
Interest Rates Commercial Bank Prime 11.0 es 12.8 
Indices: 
Wholesale Price (1968=100) 199.9 209.4 236.5 
Consumer Price (1976=100) 107.6 116.1 127.6 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves* 1,219 1,294 1,749 
External Public Debt 15i52 1,788 2,790 
Annual Debt Service 443 823 1,024 
Balance of Payments - 369 - 651 - 388 
Balance of Trade 1125 1 265 1,848 
Total Exports, FOB 3,487 4,068 5,309 
Exports to U.S. 340 448 589 
Total Imports, CIF 4,612 5,333 7257 
Imports from U.S. 567 726 1136 


++teetei tet 
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Main Imports from U.S.: (1979) (Mill.$): Machinery, Mechanical Appliances and 
(120.6), Electrical Machinery (187.0), Cotton (88.4), Fertilizer (40.9), 
Tobacco (37.1), Iron and Steel (90.9), Plastic (70.5), Chemical Products (39.8) 


Footnote: * Net Foreign Exchange Position 
Sources: National Economic and Social Development Board; Bank of Thailand; 
Business Economic Department; National Statistical Office 





THAILAND 


OVERVIEW 


Thailand underwent another change in government early this year. Former 
Prime Minister Kriangsak Chomanan resigned in the face of rising criticism 
of his economic policies. He was replaced by General Prem Tinsulanonda 
who had been Defense Minister and Army Commander in the Kriangsak government. 
Prem's Cabinet, chosen largely from the three major parties in the 
Parliament, includes Boonchu Rojanastein as the Deputy Prime Minister 

for Economic Affairs. This highly successful banker, along with the team 
he helped pick for other Cabinet posts, is now expected by the Thai public 
to find solutions for Thailand's economic problems within a short 

time frame. Thailand's major problems include the still rising trade 
deficit ($1.8 billion in 1979) and inflation, both of which were heavily 
influenced by rising petroleum prices. Despite these problems, Thailand 
achieved a real growth rate of 5.8 percent in 1979, reflecting a still 
strong thrust in the economy. Thailand's dry-season agricultural crop 
suffered as a result of insufficient stored water and rainfall but this 
year's agricultural export targets will likely be met. 


Competition for the Gulf of Thailand gas projects has ended and now 

the push is on to bring the gas ashore by October 1981. This is a 

part of Thailand's longer-term energy program to reduce petroleum imports. | 
Concentration on downstream uses of gas, lignite and a rationalization 
of the transportation system will dominate new investments. Also, agro- 
industry and tourism continue to show high growth prospects. The Prem 
government is discussing measdres to improve the investment climate by 
eliminating investment disincentives. 


POLITICAL SITUATION 


In late February Prime Minister Kriangsak Chomanan resigned amidst 

escalating public and parliamentary criticism of his economic policies. 

The government had raised utility rates last October but 

rescinded them some2 weeks later in the face of rising public opposition 
When the government reimposed electricity price increases as well 

as raising gasoline and diesel prices in February 1980, it encountered 

strong opposition, which was a major factor behind Parliamentary 

calls for a non-confidence vote. The Prime Minister resigned before 

the issues were formally debated. 


In a smooth transition the Kriangsak government gave way to that of Prem 
Tinsulanonda, the Army Commander-in-chief and Defense Minister under 
Kriangsak who retained these positions when he assumed the Premiership. 

Prem formed a government which included the three major parties in the 
Parliament. The Social Action Party's Deputy Leader, Boonchu Rojanastein 

of the Bangkok Bank, became Deputy Prime Minister for Economic Affairs. 
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The Prem government, with Boonchu holding the key economic post, 

came into office on a wave of public expectation of immediate economic 
improvements. The news media have given much play to an arbitrary 6 month 
time frame for results. 


On assuming office the Prem government made some reductions in the 
previously increased oil and gas prices that proved to be a focus of opposition 
to Kriangsak. This helped to defuse the political situation but left the 
Thai Government subsidizing electric rates as well as other utilities 

and public transportation, principally in the Bangkok area. The current 
Cabinet appears intent on establishing a progressive image and credibility 
through programs to assist the rural and urban poor and has taken 

initial measures to up tax collections and reform the tax structure. The 
government has also indicated serious intentions to reduce corruption, 
step up law enforcement and take a more activist and business-oriented 
approach to Thailand's economic problems. 


The new government has continued to provide a temporary haven for large 
numbers of Khmer, Lao and Vietnamese refugees. While the presence of these 
refugees continues to be a worrisome political and social problem for 
Thailand, the economic impact of their presence continues to be mitigated 
by international assistance. 


ECONOMIC SITUATION 


Thailand ended 1979 with an unprecedented trade deficit of $1.8 billion* 
despite an excellent export effort. As 1979 was a year of rapidly increasing 
petroleum prices, they had an inexorable effect on Thailand's trade balance. 
This balance was also affected by imports of capital equipment and raw 
materials reflecting the fact that, although Thailand's growth rate slowed 

in 1979, the economy continued to have a lot of steam in its industrial, 
construction and commercial areas. The payment deficit for 1979 turned 

out unexpectedly low due to last minute inflows of short-term capital in 
December following a revision of the usury laws. 


Thailand achjeved a real growth rate of 5.8 percent in 1979. Although short 
of the targeted 7 percent which had become a norm over the previous decade, 
it nevertheless represented a sizeable achievement in a year characterized 
by rising oil prices, declining agricultural productivity due to a premature 
ending of a rather mediocre monsoon season and a rapidly rising inflationary 
situation. The average cost of living increased by 15 percent during the 
year. As Thai inflation rates have been generally relatively low among 

the LDC's, this unprecedented leap in the cost of living has caused its 

own share of turbulence in the economy. Dealers and producers seeking to 
maintain their margins are at least partially responsible for a cost-push 
inflationary spiral that reached an estimated 20 percent on an annual basis 
during the first months of 1980. The Prem government is seeking ways to 
mitigate the effects of this cost of living spiral on the lower income 
workers. While seeking to bring commodities and foodstuffs to the market 


*Source: Commerce Department Official Trade Statistics. The Bank of Thailand 
uses the figure of $2.3 billion, which is often cited in other economic reports. 
Commerce Department Statistics do not include aircraft imports or military 
equipment imports. 
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at reasonable prices the government has, as earlier noted, delayed in 
passing on increased utility and transport prices to the public. It has 
also maintained and intensified price controls on certain basic products, 
partly with the result that there are shortages and black markets at the 
retail level for some products and investment decisions are being delayed. 


Thus these two related issues, the trade deficit and inflation, are among 
the most difficult problems faced by the new Prem government. Without 
convincing progress here, the government's longer term plans for reducing 
the urban-rural income gaps and rationalizing the economy are likely to have 
a difficult time getting off the ground. 


FOREIGN TRADE 


Thai exports reached $5.3 billion dollars in 1979, a 30.5 percent increase 

over 1978. However, this good effort made no headway in cutting Thailand's 
trade deficit, which increased by 46 percent to almost $1.8 billion. 

Imports consisting largely of capital goods and petroleum products (22 

percent) reached $7.4 billion in 1979. Even with another good export effort 

the trade deficit is expected to reach some $3 billion in 1980. Of course 
petroleum and petroleum products for which Thailand spent $1.6 billion in 

1979 is the major problem area. Thus compared to 22 percent of its 1979 

import bill, petroleum is projected to account for 27 percent of the total 
import bill in 1980, i.e. it will exceed in value that of capital goods imports. 


Rice regained its former position as Thailand's leading export in 1979 
taking over from tapioca which was bumped down to third place by rubber 
which seems to be the product with the best long-term growth prospects. 


Japan continued to be both the leading exporter to the Thai market (25.7 
percent of the total) as well as the leading importer of Thai goods (21.2 
percent.) Following the EEC as a group, the U.S. supplied 15.6 percent of 
Thailand's imports and bought 11.2 percent of its exports. The U.S. for the 
first time broke the billion dollar mark (CIF) in its exports to Thailand. 


Although the government has made it a major priority to cut its trade 
deficit, little headway will be made in this area for the 1980-81 period. 
Along with the above mentioned petroleum problem, Thailand is also in the 
process of importing capital equipment for long planned major infrastructure 
and industrial projects as well as aircraft for its expanding international 
and domestic airlines and modest amounts of military equipment. Hence the 
trade deficit is projected to reach some $3 billion in 1980. Up to 
this point the Prem government seems disinclined to use arbitrary import 
controls and tariffs to stem the tide of imports. Instead it hopes to get 
over the hump of the next several years by borrowing, after which the 
exploitation of domestic energy sources (natural gas from the Gulf of 
Thailand, lignite and possibly oil shale), energy conservation programs, a 
slowing of capital imports, and stepped up export promotion could bring 
their trade in to reasonable balance. 


BANKING AND FINANCE 


Due to both external and domestic causes the Thai banking and finance system 
went through a troubled era in 1979 from which it appears to be emerging 
remarkably intact if not yet fully recovered. As the Thai Government generally 
allows unimpeded capital flows in and out of the country, the Thai banking 
system has been heavily impacted by the escalating international interests rates 
that began in November 1978. The Bank of Thailand found itself forced to raise 
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its own discount rate as international rates rose or to face an 
outflow of capital. In the meantime the Bank and its then 
Governor found themselves blamed for the resultant shortage 

of capital on the markets. The situation was exacerbated by the 
fall of the Rajah Finance Company, which resulted in a loss of 
public confidence in the finance system but especially in 
finance companies. This also impacted on the Stock Exchange 

of Thailand which up to early 1979 had enjoyed exemplary growth. 


As domestic interest rates following the international rate bumped 
up against the then 15 percent usury rate, a disintermediation of 
the domestic finance system occurred. As the economy continued 

to be in the tail end of a boom, the demand for money to finance 
previously initiated expansions, new investment and inventories 
continued high. Thus promoters of the more speculative types 

of investment were able to bid higher interest rates for the capital 
now available in the unorganized markets. This could have 

possibly led to a chaotic situation were it not for the imaginative 
efforts of the government and especially of the Bank of Thailand. 
Reserve requirements were relaxed, taxes on interest for foreign 
loans were temporarily exempted. Interest rates on domestic 
deposits were raised. Establishment of a bond repurchasing market 
and a capital market development fund were among other steps 

taken. At this time the government is considering the 
establishment of an FDIC-type scheme to ensure deposits in the 
banks and finance companies. With the passage of a measure in 
December lifting the usury law limit, the worst of the 

crisis was over as foreign short-term capital very quickly flowed 
back into Thailand to fill the vacuum. With the banks now in a 
position to pay higher interest rates, they began to attract 
deposits back in the early part of 1980. Still hurting, however, 
were a number of the country's finance companies that had enjoyed 
mushrooming growth in the era prior to Rajah Finance's fall and 

the subsequent enactment of the Finance Company Act which now 
regulates these companies. (They were finding it difficult to compete 
with banks for deposits.) Also generally characteristic of this 
group was their lack of ties to major banks. It was generally 
expected that some of these companies would fail, prompting alarmist 
fears that the whole banking system would suffer. Others, however, 
speculated that a shakeout of some of the marginal companies was 
overdue. Nevertheless at this writing the government and the banks 
appear to have rallied around the weaker members of the community, 
rather than let them sink. The government has also taken measures 
to support the stock exchange whose recovery yet remains some time 
away. To be sure, reverberations from the government's decision 
last summer to let Rajah Finance go under are still in the air. 
During the course of this turbulent period the Bank of Thailand 
lost the services of its internationally respected Governor Snoh 
Unakul, due to illness. He was replaced by an experienced Ministry 
of Finance official, Nukul Prachnabmoh, who has a reputation for blunt 
talk and decisive action. While Nukul's style is notably different 





-7- 


from Snoh's, the Bank of Thailand is expected to continue its 
prudent policies even if taking a more activist role in the 
economy. 


ENERGY DEVELOPMENT 


The Gulf of Thailand natural gas project now seems to be gaining 
full momentum as the October 1981 target date for the completion 
approaches. The U.S. firm Brown & Root was declared the winner 

in the spirited competition for the contract to lay the offshore 
pipeline connecting the Union Oil concession field with Sattahip. 


On the other hand, the Royal Thai Government still has not reached 
an agreement with Texas Pacific on the wellhead price of its gas. 
Pointing to the sizeably higher costs due to distance, depth of 
water, etc., Texas Pacific is asking a higher unit price for its 
gas than Union Oil earlier agreed to. The Thai Government has so far 
found this argument unacceptable, especially since the quality of 
the gas is lower. At this point the Thai Government is acting as 

if it is prepared to rely on the Union Oil concession for its needs, 
at least for the immediate future. In the meantime Union has 
discovered exploitable amounts of gas in another concession area 
whose prospective production won't be included under the previously 
concluded contract. The government and Union currently are 
negotiating the contract for this second field. RTG plans to use 
gas in the first instance solely for electricity generation, but 

is rapidly developing plans for other uses as well, such as 
fertilizers, sponge iron and petrochemicals. Any such projects, 
however, are likely to have a lead time of several years. 


The long delayed plans to add to Thailand's refinery capacity appear 
to be deadlocked after a brief flurry of hope. As the country's 
refineries can only supply some 70 percent of its product requirements, 
the importation of product has exacerbated further the country's 
payment problems. The government signed an agreement with TORC 
(Thai Oil Refinery Co.) in December 1979 permitting its expansion. 
The agreement was expected to pave the way for subsequent agreements 
with both ESSO and Summit/Caltex. Although the industry regarded 
the TORC agreement as heavily favoring the government and 

probably unworkable as a model, the TORC agreement has come under 
heavy attack in the Thai Parliament with demands that it be 
renegotiated to provide for an even greater government role. 


The premature ending last fall of last year's less than satisfactory 
rainy season, plus expanded 1978-79 dry season irrigation 

requirements decidedly aggravated Thailand's energy situation. 

An ensuing drought caught the dams both short on water for power 

and irrigation during recent months. As hydropower supplies some 
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30 percent of Thailand's electricity requirements, efforts to 

implement energy reduction measures received an added boost. The 
Bangkok metropolitan area is now less bright as street lighting and 
advertising signs have been reduced either in numbers or hours of 
operation. In addition to now being much more expensive, gasoline is 

no longer sold in Bangkok on Sundays. Entertainment businesses were 
told to cut back on their hours of operation. However with the impending 
shortfalls in electricity from the dams more drastic measures were 
introduced, especially for the peak hours of 6-9 p.m. Television broad- 
casting was cut during this period but the stations were given extended 
evening hours. Stores and supermarkets that operated air conditioners 
were required to cut them off at 6:00 p.m. Also the fast growing number 
of lighted athletic facilities also had to shut off at 6:00 p.m. 

These measures were moderately successful even in the face of a record 
heat wave that struck Thailand in April -- already the warmest month of 
the year. 


One of the more promising energy saving measures has been the introduction 
of exclusive bus lanes during the rush hours which to date have been 

well enforced. The sizeable saving in commuting time has some prospects 
for pushing a lot more motorists into using the public transportation 
system. 


For the longer term Deputy Prime Minister Boonchu has unveiled plans to 
reduce the country's heavy dependence on diesel trucks for the transport 
of freight. (Thailand's most critical shortage is diesel fuel.) This 
is to be done by enhancing rail services and heavily refurbishing the 
river and canal transport systems which had begun to decline with the 
advent of heavy trucks now clearly dominant on Thailand's roadways. 
Their reduction would not only save fuel but perhaps restore a quality 
of life in Thailand some thought irretrievably lost. 


LABOR 


As with other areas the Prem government appears to be moving toward a 
more comprehensive and institutionalized approach to labor. Problems 

in the present system were highlighted by the strike at the Thai Tobacco 
Monopoly early this year--an exercise in which neither labor, management 
or the government won any plaudits. Government-enterprise workers, already 
the best paid among government workers, are generally the best organized 
and most aggressive in demanding higher wages. Yet government-sector 
enterprises are notable for their low productivity. This has alienated 
the public and has made the government a target of criticism for the 
deleterious effect these strikes and subsequent settlements have on the 
labor relations environment. Hence the Prem government has announced as 
its goal the evolution of stronger yet more responsible labor unions. 


Along with improving unions, attention will be given to improving management 
and collective bargaining procedures. 


As earlier indicated, the Prem government seems intent on delaying as long 

as possible another round of minimum wage increases-~largely unenforceable, 
in favor of measures that benefit more workers. These include the afore- 
mentioned programs to sell basic commodities to the public at minimal prices, 
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employment of idle or drought affected farmers on rural projects and, 

most recently, restructure of the tax codes which now exempt lower income 
workers from paying income taxes. The Prem government has also promised to 
consider the implementation of social security measures. 


These steps, which are also necessary for the rationalization of the 
economy, should improve the status of labor as a whole. Raising the 
minimum wage, while perhaps inevitable, would increase the burden on the 
modern and foreign companies while creating a larger gap in worker salaries 
since enforcement of the minimum is less than perfect. 


FOREIGN INVESTMENT 


Foreign investment levels continue to languish far behind that of domestic 
investment and not at all commensurate with the high volume of public 
investment in the country supported by the international banks, the 
Government of Japan or for that matter the amount that international 
commercial banks would be willing to support. Obviously the recent spate 
of high interest rates have played a role in this. Also germane but still 
in the background is some continued unease about the regional political 
situation, despite the fact that any major Vietnamese attack on Thailand 
is considered extremely unlikely; indeed the Vietnamese presence near the 
Thai border has had only a minimal effect on the discussions of Thai and 
other foreign investors already in the country. Considering Thailand's 
favorable location in a high growth area of the world, its favorable 
balance of resources, communications, transportation and generally 
favorable government policy there is no reason why Thailand should not 
figure strongly in prospective investment plans. 


In this regard Deputy Prime Minister Boonchu's concept of "Thailand Inc." 
should help confidence for investing in Thailand. Recognizing that 

government inertia and restrictions remain perhaps the largest deterrents 

to investment in Thailand, he has promised his own personal attention to 
proposals by major investors, affirmed that sectors heretofore limited 

to government or Thai investors will be open to foreigners and promised 

that the government will henceforth facilitate rather than impede foreign 
investment. If Boonchu is successful in this, it will make a major improvement 
in the climate for foreign investment in Thailand. 


AGRICULTURE 


The agricultural sector, which has constantly lagged behind the rest of 
the economy in its growth rate, suffered a 2 percent decline in 1979 
in real terms. This of course is measured against the results of an 
exceptionally good year in 1978. The premature end of the monsoon season 
particularly affected the production of rice, sugar cane and pineapple. 
Meanwhile increased fuel prices and disruptions in the supply of diesel to 
rural areas and the fishing boats (also included under agriculture) cut 
productivity further. This sector was also hurt by the high interest 
rates and tight money, despite the government's continuing efforts to 
supply the agricultural sector with continued low cost credits. 


The drought has proved a costly setback for Thailand, having cut cane 
production in half, reduced the dry season rice production from 2 to l 
million tons and affected both the quality and the production of pineapple. 
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In the local markets, it has caused a worrisome surge in vegetable and 
fruit prices and caused the government to allocate some $170 million in 
rural work programs. Nevertheless the monsoon returned early this year 
(mid May) and the probable effect on total agricultural exports will be 
negligible. Thailand should be able to surpass its export target of 
2.2 million tons of rice, while cassava exports, down last year, will 
likely rebound to the 5 million ton range. Corn and sorghum exports of 
over 2 million tons should surpass last year's shipments, aided somewhat 
by recent sales to the Soviets at premium prices. Also rubber will 
likely maintain its fast growth rate. In sum, any possible loss in 
export volume from 1979 will likely be made up in increased 1980 export 
prices. 


IMPLICATION FOR U.S. BUSINESS 


The era of rapidly expanding non-oil imports, especially materials to 
manufacture import substitutes, capital goods and consumer goods, 

appears to have peaked and is now due for a downturn. There still are 
major project purchases in view to follow up on; bringing the natural gas 
in from the Thai Gulf in 1981, i.e. a gas processing plant, along 

with equipment and services needed to excavate, process and convert 

lignite deposits into electric power. The government's plan to 

discourage the use of diesel trucks and buses in favor of an eventually 
electrified railway and river-canal systems would mean a major revamping 

of the domestic transportation network over a period of time. 


As previously noted the government's shift from the promotion of import 
substitution to export oriented industries using local raw materials has 
high priority. Thus agro-industry equipment and services appear prime 
targets for export growth. The tourist industry has completely 

recovered from the doldrums of 2 years ago and appears only minimally 
affected by the situation in Cambodia. (Indeed according to local reports 
increasing numbers of tourists are asking to see a refugee camp). 

Luxury class hotels went through a season of a near 100 percent occupancy. 
Hence there is increasing momentum to build new hotels despite current 
high interest rates. Equipment and services for this sector should be 

in high demand for the next several years. 


Although it perhaps is a bit early to tell how Deputy Prime Minister 
Boonchu's “open investment" policy will work out, possible investors 
will be interested in seeing if the government obstacles to foreign 
investment will be alleviated so that the other factors favorable to 
foreign investment can play their full role. 
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